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Abstract 
In the current study the free vibrations of stepped anisotropic rectangular plates on elastic foundation are considered. The anisotropic In 
this scientific article there are considered the main problems of real estate market cycle, the main interrelated economic aspects of the 
problem and their connection with real estate development. The research objective is to identify the main regularities of the influence of 
real estate market cycle on the development in Latvia, having paid special attention to economic aspects of the problem. In the research 
there have been used comparative, historical, statistical methods and the method of enumeration. On the basis of the conducted research 
the authors have provided recommendations for decreasing risks of development and unbalanced market cycle that will facilitate more 
effective decision-making promoting stable long-term development of the economy as a whole. 
© 2013 Ineta Geipele, Linda Kauškale. Published by Elsevier Ltd. 
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1. Introduction 
Cyclical development of the economy demands from participants of the market the fast adaptation to changes of an 
economic situation in the country. The rationale of the subject results from changes on real estate market, decisions and 
actions, which are made and carried out by the government, households, public organizations and business sector, and affect 
the whole country and every single inhabitant, and also have high social significance. 
The research objective is to identify the main regularities of the influence of real estate market cycle on the development 
in Latvia, having paid special attention to the period from 2004 to 2011. The identification of the main regularities will give 
the chance to define the main problems which real estate market participants face and the main tendencies of this market 
development. In the research there have been used comparative, historical, statistical methods and the method of 
enumeration. The conducted analysis will help to define the most important preventive measures for timely regulation of the 
economy in order to avoid its unbalanced development. 
For achieving the objective the following tasks were set: 
• – research of thematic scientific literature; 
• – research of real estate cycles and their phases; 
• – the analysis of real estate market cycle in Latvia during the period from 2004 to 2011; 
• – selection and analysis of statistical information on this subject; 
• – definition of the main problems connected with unbalanced development of real estate market; 
• – identification of preventive actions for stable development of real estate market. 
Real property is an essential commodity and the most expensive one. In particular, on the example of real estate market it 
is possible to see the main problem of the economy that is resource limitation and growing requirements of population. This 
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problem was studied by many scientists, such as A. Smith [16], D. Ricardo [13], T. R. Malthus [12] and others. Nowadays a 
global tendency is an increase in population of the planet; in this regard the significance of real property is increasing. Also 
every year the issue of ecological building becomes more important. 
The construction branch is one of the most important components in the structure of the country’s GDP as construction 
of real property creates high additional cost and a large number of jobs that influences purchasing power of population and 
price level as a whole, and also many other indicators and processes. Changes on real estate market influence other sectors 
of the national economy. It is more difficult to name an indicator or processes which the situation on real estate market 
would not influence. 
2. Characteristics of real estate market 
The real estate market is the interconnected system of the market mechanisms providing creation, transfer, management 
and financing of real property. The real estate market represents set of regional and local markets which are significantly 
distinct from each other on price and risk levels, efficiency of real estate investments and etc. [2].  
Creation and development of real property is a complex process which is called development. 
Property development is [1]: 
• a special type of entrepreneurial activity with the purpose of acquisition of income as a result of transformations of 
material processes; 
• transformation (process) of real property as a result of construction (repair) and another work with buildings, facilities or 
land, or their transformation into another new real property (change of functional specifications) with higher cost than 
initial one. 
The price of a construction project can strongly change over time; one of the main reasons is a speculative nature of real 
estate market. The real estate market can accumulate large amounts of money over a relatively short period of time, thereby 
breaking balance between the flow of goods and money. 
If to speak about real property value for its potential consumer, in most cases during its development it will increase, 
though it is necessary not to rule out the possibility of changing needs of the market participants, therefore new real 
property value can decrease in comparison with the previous one. The cost of a construction project also depends on the 
cyclical phase of real estate market. In this regard it is necessary to pay special attention to decision-making on development 
and choice of the specific capital investment project. 
The choice of the capital investment project is influenced by physical opportunity, legal permissibility, financial viability 
and availability, and economic efficiency [11]. Financial viability and economic efficiency is the purpose of the majority of 
projects. The preliminary analysis of the market and its cycle phases in perspective is of particular importance for successful 
development. 
As a whole, the characteristics of real estate market are mainly defined by [1]:  
• imbalance of supply and demand (supply of commodities on real estate market cannot quickly respond to change in 
demand); 
• cyclical nature of real estate market; 
• high degree of state regulation; 
• increase in real property value with the course of time; 
• low liquidity; 
• limited number of sellers and buyers; 
• low level of researches; 
• high level of transaction expenses. 
3. Interrelation between economic and real estate cycles 
Economic cycle (business cycle, trade cycle) is periodic fluctuation of the level of business activity presented by real 
GDP [9]. There are the short business cycle (Kitchin cycle), the medium-term business cycle (Juglar cycle) and the long 
economic cycle (Kondratiev wave), and also Forrester's cycles, Toffler's waves and many others. The cycles differ in 
duration, intensity and other factors. 
The purpose of monetary and fiscal policy of the state is stable sustainable development of the national economy and 
macroeconomics for avoidance of unbalanced cyclical development. 
,,The International Monetary Fund [6] suggests that governments facing speculative phases in their economies should 
implement measures to influence the volume and the characteristics of investment, such as taxes on short-term bank 
deposits and other financial assets.” [3].  
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Sustainable development is a stable mode of development of economic and social systems, which keeps balance between 
the used benefits of the relevant system within a year and the increment of biological resources within the corresponding 
period of time, during the international exchange of resources and end production units at the prices corresponding to 
environmental friendliness [8].  
The term “sustainability” is complex, global and by nature covers three components: social, economic and environmental 
factors. There is lack of overall evaluation by these three aspects [14].  
The real estate market is also characterized by information asymmetry, private character of transactions and other factors. 
The cycles of real estate market are interrelated with economic cycles; at the same time the cycles of real estate market 
outrun economic cycles. 
 
Fig. 1. Interrelation between economic and real estate cycles [1] 
For defining and forecasting an economic situation and identifying potential risks of development, it is necessary to 
define the present market phase of economic cycle. 
In phase 1-2 there is the decrease in cumulative demand for real estate and in price level. 
Phase 2 is the crisis (‘’the bottom’’) of real estate market. 
The crisis of real estate market is a certain phase of real estate market cycle when under the influence of various factors 
reduction in price level stops while cumulative demand and cumulative supply on real estate market are equalized [19]. The 
phase is characterized by a small number of buyers and sellers, low credit standing and solvency of population, low price 
level and employment-to-population ratio, low profitability of the branch and low refinancing interest rate, and also a small 
number of real estate transactions. In this phase the country’s objective is to stimulate fiscal policy, i.e. to increase state 
investments and to lighten tax burden for population. 
Phase 2-4 is the expansion phase (recovery) of real estate market. The expansion phase of real estate market is a certain 
phase of real estate market cycle when under the influence of various factors cumulative demand gradually increases its 
preponderance over the increment of cumulative supply, causing an increase in the level of market prices [19]. Part 3-4 of 
the figure is the phase of rapid growth of real estate market. The expansion phase is characterized by a large number of 
buyers, increasing number of sellers and solvency of population, increasing wage levels and employment-to-population 
ratio, and an increasing level of profitability of the branch. All the above-mentioned factors spur real estate prices rise. The 
country’s objective is to reduce state investments. 
Phase 4 is the peak (top) of real estate cycle. The top of real estate cycle is a certain phase of real estate market cycle 
when the increase in cumulative volume of real estate supply is equalized with the increase in cumulative volume of real 
estate demand, and growth of price level stops [19]. The phase is characterized by a very large number of sellers and buyers, 
low solvency and decrease in profitability of the branch. Wage levels, employment-to-population ratio and refinancing 
interest rate reach the peak level. The country’s objective is to implement contractionary fiscal policy. 
Phase 4-5 is the recession (slowdown) of real estate market cycle. The number of buyers and sellers, salary and 
employment-to-population ratio decrease. Very low solvency is characteristic. In the phase of recession many companies of 
developers execute aggressive marketing campaigns and increase real estate market supply that spurs more rapid decrease in 
prices. The future of enterprises depends on quality of business management during recession and ‘’the bottom’’ phase on 
real estate market. In order to define the most important preventive measures for decrease in risk and prediction of further 
activity of the enterprise it is necessary to pay special attention to the careful analysis of the situation on micro- and 
macrolevels. 
A brief analysis proceeds from these several macro-level worldwide trends in CARE crisis management [7]: 
• Low interest rate environment; 
• Taxation system; 
• GDP share of construction; 
• Wages and salaries in construction; 
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• Housing starts; 
• Construction costs; 
• Consumer confidence index; 
• Housing affordability index; 
• Harmonized index of consumer prices; 
• Demand for construction; 
• Construction regulations, rigidity of employment and Law on Public Procurement; 
• Corruption; 
• Positive aspects of the current crisis; 
• Political stability; 
• Global and financial crisis due to a crisis of values; 
• Tensions in society and government, and others. 
Latvian real estate market and the construction industry are among the fields, which development and advance in prices 
have far exceeded the average performance of national economy in the accounting period [20]. The analysis of the real 
estate market and trends in construction industry development in Latvia, including the price change analysis and prediction, 
is significant for various construction projects planning [18], also for the attraction of financing for housing renovation. The 
owners of the Latvian apartments have different options to obtain outside financing: state support programs, EU and local 
government financing, bank loans, third-party financing [5]. 
 
4. Real estate cycle through the example of Latvia 
Cyclic development of the real estate market and economy through the example of Latvia is represented graphically, see 
Fig. 2. The peak of the real estate market in Latvia was reached in 2007. In this case the satisfied demand represents the 
product of the number of the signed agreements of purchase and sale by average transaction value per one flat during a 
period of time in question.  
In economic theory demand is defined as solvent needs of subjects. It means that demand for construction product is 
influenced not only by need for it, but also by possibility to pay for it [15]. In an ideal economy real estate market and 
national economy develop in a balanced way. In Latvia the real estate market cycle is more unbalanced than the business 
cycle, see Fig. 2. According to the Central Statistical Bureau of Latvia, in spite of the fact that the people erroneously called 
2009 as the year of crisis, GDP dragged bottom in 2010 and equalled 12 784 137 thousand lats that was by 2,19% less than 
in 2009. 
 
Fig. 2. Interrelation between economic and real estate cycles in Latvia (Central Statistical Bureau of Latvia, A State Unified Computerised Land Register 
and calculations of the authors) 
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Linear trends characterize stable development. In 2011 GDP in comparison with 2010 grew by 11,66%. The ceiling 
average price per square meter was reached in 2007 and equalled 608 lats per square meter, see Fig. 3. In 2007 the real 
estate market accumulated the greatest sum of money, and the average price per square meter reached its maximum for the 
last 8 years (though in 2006 the number of agreements of purchase and sale was higher than in 2007). At the same time 
GDP reached its peak in 2008 and equalled 16084678 thousand lats. 
 
 
Fig. 3. The average price per square meter of the sold flats, in lats (Central Statistical Bureau of Latvia) 
The change in real estate prices significantly influences profitability of the branch, thereby either facilitating or 
hampering a stream of investments into the branch. The maximum volume of the construction branch was reached in 2007 
and equalled 4256200 thousand lats. In 2009 the primary real estate market prices decreased by 38,6%, on the secondary – 
by 37% in comparison with 2008 (Central Statistical Bureau of Latvia) [10]. 
The volume of the construction branch includes construction work, work connected with making land ready for building, 
actions for improving building land and another work. While the volume of the construction branch reached its peak in 
2007, the maximum number of the enterprises was registered in 2008, see Fig. 4. 
 
 
Fig. 4. The indicators of the construction branch development (Central Statistical Bureau of Latvia). Note: * – estimated data 
In 2008 the establishment of a construction enterprise and commencement of construction was a big risk as the resources 
prices were high, but the price per square meter at the time of facility commissioning was one of the lowest. This was 
largely responsible for the fact that in 2009 businessmen in the construction branch had the greatest losses – 225,5 million 
lats. 
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Fig. 5. Profits and losses of businessmen in the construction branch, million lats (Central Statistical Bureau of Latvia) 
The maximum profit was in 2007 – 219,5 million lats. For 2 years the profit decreased more than by 200%. For effective 
forecasting of construction branch there is necessity in the detailed study of supply and demand tendencies which are in 
their turn influenced by a vast number of factors including living conditions of population at the time of conducting a 
research. In 2011 the average number of rooms per capita in Latvia equalled 1,1 room. In 2011 the largest number of rooms 
per capita in Europe was in Belgium. According to Eurostat there were also good indicators in Norway (2 rooms) and 
Sweden (1,7 rooms). In Sweden the policies of social housing and regulating real estate market are successfully realized in 
general. The average number of rooms per capita in Latvia is subaverage across Europe, and is also lower in comparison 
with the neighbouring Baltic countries. Nevertheless, the situation strongly differs from the situation in the Asian countries 
(especially Pakistan and India) where the average number of rooms per capita approaches to 3. In India it is one of the 
reasons of rapid price appreciation. Demand is also directly influenced by an economic situation in the country: tendencies 
of wage development, the level of employment and prices. 
 
Fig. 6. Economic indices of Latvia from 2004 to 2011 (Central Statistical Bureau of Latvia) 
In connexion with the gradual economic recovery and its expansion phase, in 2011 and 2012 there was observed the 
tendency of increment of wage levels and the level of employment. In 2011 in comparison with 2010, the index of changes 
in consumer prices increased by 4,4%. As at present the purpose of Latvia is accession to the Eurozone in 2014, there are 
being carried out price stabilisation efforts. In case of the introduction of the euro, Latvia becomes investment-attractive that 
will undoubtedly have an impact on real estate market. In 2011 and 2012 in connection with the opportunity to receive 
residence permit in Europe, an active interest to real estate in Latvia (especially from inhabitants of the former Soviet 
Union) was taken. 
5. Conclusions 
Basing on the conducted research it is possible to draw the following conclusions: 
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• one of the main problems of development is insufficient competence of some part of investors and the business sector in 
planning building activities. The untimely beginning of development has the heightened risk and can lead to heavy 
losses; 
• in Latvia the real estate market cycle is more unbalanced than the economic cycle. Information asymmetry in the branch 
contributes inefficient decision-making concerning development and investment in real estate. It specifies that the 
majority of participants of the market do not have enough information on the situation and tendencies on real estate 
market, or this information is wrong; 
• after ‘’the bottom’’ phase in the economy of Latvia and on real estate market, there is the expansion phase which is 
characterized by a number of the improved macroeconomic indicators; in this connection the volume of construction 
branch has increased, the number of buyers on real estate market has been increasing, and there is gradual price 
appreciation for certain segments of real estate. 
Basing on the conclusions it is recommended: 
• at the beginning of the investment project it is necessary to carry out the separate analysis of the external factors 
influencing the project, special attention having paid to the analysis of a macroeconomic situation and cyclic 
development of real estate market. It is also recommended to pay attention to the analysis of psychology of buyers 
including the irrational nature of the buyer influencing decision-making; 
• considering the nature of the Latvian economy, the medium-term projects in the real estate sector (especially housing 
renovation projects), which duration is up to 3 or 5 years, are recommended to be started in the end of the economic 
recession phase. When real estate cycle reaches ‘’the bottom’’ phase, there will be an opportunity to conclude contracts 
at low prices or to take out a loan at a favourable interest rate; 
• for reduction of information asymmetry the government or the appointed competent establishment has to pay special 
attention to informing the society and real estate market regulating, mainly by means of effective fiscal and monetary 
policy, for its balanced development. For reduction of speculation in the branch it is recommended to make use of 
experience of Sweden: the system of cooperative houses reduces possibility of speculation and increases the level of 
availability of housing for population. 
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